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KEY ECONOMIC INDICATORS 
In millions of U.S. dollars unless noted 


1984 1985 1986 
(Estimates) (Projections) 
Domestic Econany 

Population (millions) 21.6 22 22.5 
Population growth (percent) 3 ua 3.2 
GDP in current dollars 51,740 55,000 56,650 
Per capita GDP, current dollars 2,300 2,500 2,500 
Consumer Price Index Percent Change 6.6 9 10 


Government Accounts 
Revenue 21,246 22,500 19,333 
Percent from Petroleum Receipts 54 46 32 
Current Operating Expenditures 11,990 12,300 12,710 
Investment Expenditures 9,244 10,700 9,610 


Balance of Payments 
Exports (F.0.B.) 12,804 13,147 7,500 
Imports (C.I.F.) 10,300 9,860 8,000 
Trade balance 2,504 3,287 ( -500) 
Current-account balance 88 ( -200) (-3,000) 


Foreign debt (year end) 13,811 15,000 16 ,000-20 ,000 
Debt-service: principal 3,269.2 4,168 2,953 
Debt-service: interest 1,290.8 1,066.6 880 
Debt-service ratio as percent of 

exports 35 39 50 

Foreign exchange reserves (year end; 

minus gold) 1,464 2,819 
Average exchange rate for year 
(X = U.S. $1.00) 4.98 5.02 4.68 


U.S.-Algeria Trade 
U.S. exports to Algeria (F.A.S.) 520.3 430.2 211.8* 


U.S. imports from Algeria (C.I.F.) 3,770.6 2,426.4 880.1* 
Trade Balance (3,250.3) (1,996.2) 
U.S. share of Algerian exports (%) 29 18 
U.S. share of Algerian imports (%) 5 4 
U.S. bilateral aid 
Economic - - - 
Military (IMET/000's Dollars) - 50,000 49,000 


Principal U.S. exports (1985): seed corn, wheat, coal, mechanical 
shovels, other machinery, instruments, 
aircraft parts 

Principal U.S. imports (1985): Crude petroleum, natural gas, natural 
gas condensate 


Sources: GOA, IMF and World Bank statistics; US DOC Trade Statistics 


* Jan.-May, 1986 





A. SUMMARY AND OVERVIEW 


Algeria has a centrally planned and relatively closed economy. 
All heavy industry, all foreign trade, the domestic share of 
joint venture investment, and most wholesale distribution are 
reserved to the State. Although dependent on hydrocarbons, 
Algeria weathered the recession of the early 1380s better than 
many other hydrocarbon producers because of the diversification 
of its nydrocarbon export mix and the development of a 
relatively large industrial sector. GDP growtn in the first 
half of the 1980s stayed at about 6 percent and the country's 
current account was in equilibrium for most of that period. 


However, Algeria has been hard hit by the current oil crisis. 
It has had to compress imports and slash other government 
expenditures, particularly for investment. It is still too 
early to tell if the Government's recent efforts to introduce 
greater flexibility into economic management will be favored or 
hampered by the new mood of austerity. At present there are 
conflicting signs. Some economic controls have been tightened 
in order to preserve or earn hard currency and the Government 
is increasingly seeking countertrade arrangements and 
concessionary financing. On the other hand, laws regarding 
joint ventures with foreign partners and foreign investment in 
hydrocarpdon exploration are being liberalized to attract 
foreign capital and technology. The private sector is being 
encouraged with fiscal and other incentives to invest in 
certain activities where the public sector has proved 
especially inefficient, such as services, housing and light 
industry, and in "disfavoured" geographic areas. 


Improving bilateral relations with the United States saw 
another milestone in February 19386 with the successful first 
meeting of the United States-Algeria Joint Economic 
Commission, Cooperation in the area of agriculture is 
particularly intense. Algeria is a major recipient of the U.S. 
Department of Agriculture's Export Enhancement Program. The 
U.S. Feed Grains Council, which opened an office in Algiers in 
late 1935, is spearheading the development of a modern 
demonstration dairy and poultry farm. U.S. Firms are engaged 
in center pivot irrigation projects in the country. The U.S. 
Export-Import Bank is actively discussing the negotiation of a 
framework credit agreement with Algeria and the Algerians have 
shown some interest in concluding an agreement with OPIC. 
While the need to cutback on expenses has caused the Algerians 
to scale down or postpone some projects, we see good 
possibilities for U.S. firms in tne services and maintenance 
areas. Agricultural equipment and machinery, automotive 
eguipment and components, and oil and gas field equipment are 
also good prospects. 
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B. CURRENT ECONOMIC SITUATION AND TRENDS 


Economic Growth and Government Budget: The Algerian 
Government's 1986 finance law, passed in December 1985, set a 
number of economic growth targets: GDP growth outside the 
nydrocarbon sector of 6 percent; agricultural production to 
rise by 4.5 percent; industrial production by ) percent, with 
the public sector in the lead with 11 percent; investment 
growth of 5 percent. 


The dramatic fall in energy prices coupled with the fall in the 
exchange rate of the dollar has forced the Algerian Government 
to slash its expenditures and, dy inference, to lower 
considerably these economic growth targets. 


A "complementary" finance law passed in June 1986 does not 
contain specific growtn targets, but it does reduce overall 
government expenditures for the year from 128 to 104 dillion 
dinars (or to about 22.2 billion dollars at the current 
official excnange rate of 4.68 dinars to the dollar). On the 
revenue side, the new law projects a drop in hydrocarbon 
revenues of 40 percent, from 48 billion dinars to 29 billion 
dinars. Overall revenues, includiny hydrocarbons, are 
projected to decrease from 123 billion dinars to 90.5 billion 
dinars. According to the FLN Party weekly magazine, these 
projections are based on an average of 15 dollars a barrel oil 
for the year at an official exchange rate of 4.7 dinars to thie 


dollar. If these projections--which appear increasingly 
optimistic--of the complementary law aold, the Government will 
run a Dudget deficit in 1986 of around 14 bdillion dinars, or 
about 3 percent of projected GDP for the year. 


Given the critical importance of the hydrocarbon sector to the 
Algerian economy (25 percent of GDP in 1985) and the continuing 
free fall of oil prices, we expect overall GDP growth in 1986 
to be substantially lower than the 6 percent acnieved in 1985. 
There will be a lag, especially in certain sectors. Still, 
hydrocarbons will show a substantial decline from their 7 
percent growth rate of last year. Industrial production will 
also suffer. The Algerian Government has hopes for 
agriculture, which grew by an impressive 30 percent last year, 
but this sector accounts for only slightly more than 8 percent 
of GDP. Both the hydrocarbon and agriculture sectors are 
discussed in more detail below. 


Investment: Over the last few years, the Algerian Government 
has peen able to invest over 40 percent of its fiscal revenues, 
although overall investment in 1935 saw only a disappointing 
2.5 percent increase (target had been 5 percent). 5 percent 
growth was also the original objective for 1986, but this has 
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obviously been derailed. The investment budget in the new 
finance law has been cut from 61 to 45 billion dinars, 


Tne Government is still sorting out where the cuts will come. 
The Minister of Planning has stated publicly that social 
infrastructure projects--hospitals, schools and roads--will 
have to wait, out that productive investment will not ode 
sacrificed. Government planners have also said that more 
responsibility and financial obligations will be devolved to 
the local level. There is increasing speculation that major 
projects like the Hamma (snowcase conference/convention center 
in downtown Algiers), the Algiers metro and airport 
construction will be scaled down or postponed, 


However, the general consensus is that agriculture and water 
resources, particularly irrigation, will continue to receive 
priority for government spending. Emphasis is also being given 
to national industries oriented toward exports outside the 
hydrocarbon area and to industries that use and develop local 
resources. The Algerian Government is also seeking to 
encourage foreign investment. The Government does not publish 
figures on overall foreign investment in Algeria, but it 
appears to have shifted its negative attitude of the past in 
recognition of the need to attract foreign investment. For 
example, the National Assembly recently approved two laws, one 
on joint ventures and the other to promote hydrocarbon 
exploration, which are of potential interest to United States 
investors. These laws are discussed in more detail below. 


Inflation and Consumption: According to the Minister of 
Planning, inflation in 1985 was 9 percent; unofficial estimates 
put it between 16 percent to 26 percent. Given the likelihood 
that there will be continuing and worsening shortages of 
consumer products and a slow down in public housing 
construction which will drive prices up further, the present 
inflation rate will probaoly increase during the period covered 
by this report. 


According to Algerian Government statistics, household 
consumption in 1935 grew by 4.7 percent. The Minister of 
Planning claimed a real increase in individual purchasing power 
of 1 percent, basing this number on general salary increases of 
13 percent, tne 3.2 percent demographic growth and a 9 percent 
inflation rate. Household consumption in 19386 will probably 
not reach the 4.5 percent target set at the first of the year. 


Balance of Payments: According to Government statistics, 
Algeria ran a trade surplus in 1985 of 16 billion dinars. The 
fall in revenues from hydrocarbons which are priced in dollars 
will be especially severe for the balance of trade since 
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hydrocarbons account for 938 percent of Algeria's exports and 
almost as high a percentage of its hard currency income. The 
Government has already cut its overall import budget for this 
year from 43 billion dinars to 38.5 billion dinars, a 20 
percent reduction from its initial provisions and a 23 percent 
reduction from its revised 1335 import total of 49.5 oillion 
dinars. According to the FLN Party weekly magazine, imports 
may be reduced even further to 35 billion dinars for the year. 
Last year's trade surplus allowed Algeria to almost compensate 
for its deficit on services so that the overall current account 
deficit was negligible. This year Algeria will do well to 
maintain its trade balance near equilibrium and it can expect a 
large current account deficit. 


With only 29 billion dinars in hydrocarbon receipts 
optimistically projected in 1936, the Government must seek 
other sources of hard currency to finance sufficiently the 
external requirements of its economy. In 1935 Algeria borrowed 
at least 1.5 billion dollars on the international capital 
markets, while repaying an estimated 5.2 billion dollars of 
interest and principal on its overall debt. During the first 
six months of 1986, Algeria had pvorrowed around 700 million 
dollars. The Government does not make public its borrowing 
intentions, but unofficial estimates for its 1986 borrowing 


needs run from as low as 1.3 billion dollars to as high as 2.5 
billion dollars. 


Tne 1935/86 edition of the World Bank's World Debt Tables 
(which is the primary source for the debt and debt service 
figures on page 2 of this report) put Algeria's long term and 
short term debt at 13.38 billion dollars in 1934. When other 
forms of debt are taken into account, estimates of current 
total outstanding Alyerian debt range anywhere from 16 billion 
to 20 billion dollars. Although the World Bank figures project 
a drop from 1985 in debt service to 3.8 billion dollars in 
1986, the fall in export earnings will probably push the debt 
service ratio to close to 50 percent. In a June speech to 
leaders of local assemblies, the Minister of Interior put total 
debt repayment for 1936 even higher at 26 billion dinars. 


EE Hydrocarbons account not only for 93 percent of 
Algeria's exports, but also for 45 percent of government 


revenues and 25 percent of GDP. Algeria was relatively 
unscathed during the oil shock of the early 1980s, partly 
because it had diversified its hydrocarbon industry away from 
its dwindling oil reserves to emphasize its vast natural gas 
resources. The 1985 trade figures show its success in this 
area: refined products accounted for 22 percent of total 
hydrocarbon exports, condensates for 24 percent, natural gas 
for 24 percent, liquified petroleum gas for 3.5 percent, and 
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crude oil for only 20 percent. This diversification has not 
protected Algeria from the onslaught of the new oil crisis, 
nowever, as other energy prices have followed the course of 
crude oil downward. 


Algeria is presently engaged in major price negotiations with 
Italy and France over large gas contracts. In bridging 
agreements negotiated this spring with France, Spain and 
Belgium, the Algerian oil and gas company SONATRACH agreed to 
lower the price of Algerian gas to make it competitive with 
Dutch and Soviet suppliers, although the Algerian Government 


insisted on maintaining the link between the price of gas and 
crude oil. 


Natural gas production in 1334 was over 90 billion cubic 
meters, of which roughly one half was re-injected. At present, 
Alyeria is exporting on the average 21 billion cubic meters of 
gas a year, while its export contracts theoretically call for 
over 30 billion cuoic meters. Algeria is looking for other 
outlets for its gas and sees Brazil, Greece and Turkey as 
potential customers for LNG and Yugoslavia for pipeline gas. 
Algeria has also settled an outstanding law suit with the U.S. 
corporation, Panhandle Eastern, which could help it maintain 
its presence in tne U.S. gas market. 


Algerian officials maintain that their crude oil production 
remains at their former OPEC quota level of 663,000 barrels a 


day. The United States has traditionally been a big market for 
Algerian petroleum products. According to SONATRACH officials 
the United States takes over 30 percent of Algeria's refined 
product exports. 


Internal energy consumption in Algeria is expanding rapidly, at 
over 11 percent annually. Using natural gas as fuel, the 
Algerian Government has an ambitious electrification program. 
By 1987, 95 percent of Algerians will have electricity. The 
Government is also expanding the internal distribution of 
natural gas through pipelines that will eventually supply 
households in the major population centers of tne country. 
Butane and propane are widely used and producing and 
distributing facilities are oeing expanded. The Government is 
also encouraging the use of LPG as a motor fuel. 


The Algerian National Assembly approved a new law on 
hydrocarbon exploration in June. While its implementing 
regulations are still being developed, SONATRACH maintains that 
the new law will relax many of the restrictive provisions on 
foreign investment in the Algerian hydrocarbon sector. Reduced 
taxation, heavy bonus payments, nigher royalties to foreign 


firms, and a sharing of the cost of unproductive exploration 
are all being looked at. 
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Large investments will be required in tne future in gas 
gathering, transportation and reinjection facilities. 
Substantial opportunities could exist for U.S. engineering and 
construction firms, and for oil field equipment, pduilding 
materials and construction machinery manufacturers. 


Agriculture: The current crisis has renewed Algeria's emphasis 
on food self-sufficiency and, consequently, on agriculture and 


water resources, especially irrigation. Twenty-two percent of 
the country's imports in 1935 were food goods. Algeria's 
growing population (at 3.2 percent, one of the nighest in the 
world) means an increasing drain on its dwindling hard currency 
resources unless it can achieve greater agricultural 
self-sufficiency. At present, over one-half of its food needs 
are imported. 


The Government has had some success increasing agricultural 
production. Last year's cereal crop had a 114 percent 
increase over the previous year. This year's grain crop is 
expected to be slightly less than the 1985 crop of 3 million 
metric tons. As of mid 1986, the country claims 
self-sufficiency in eggs and potatoes, two products which were 
large import items in the past. Fruit and vegetable production 
has been increasing steadily as the Government has liberalized 
prices and allowed producers to sell to the highest bidder and 


made credit more easily available to private as well as public 
farms. 


However, despite improving agricultural productivity, Algeria 
is a long way from self-sufficiency. There are still large 
Opportunities for U.S. food sales to Algeria. The United 
States nas offered five Export Ennancement Programs (EEP) to 
Algeria in bread wheat, barley, wheat flour, semolina and dairy 
cattle. Algeria has purchased all of the one million metric 
tons of U.S. wheat offered under the first EEP, using in part 
GSM 102 credits to finance its purchases. In May 1936 another 
one million metric tons of EEP wheat was offered to Algeria for 
the current marketing year. 


Despite other austerity measures, Algeria is likely to reserve 
funds to spend on agricultural products and development. About 
twenty billion dollars of the 1985-89 Five-Year Plan is devoted 
to agriculture and water resources. The latter involves not 
only major dam projects, but also smaller irrigation efforts. 
U.S. companies have been actively involved in a growing center 
pivot irrigation market here. 


In another area, the U.S. Department of Agriculture has offered 
three non-profit U.S. agricultural associations, including the 
U.S. Feed Grains Council, nine million dollars over the next 
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three years to develop model dairy, poultry, beef and sheep 
farms in Algeria. The long term goal of this program is to 
Ouild up the market for U.S. feed grains, soybean meal and 
dairy cattle. 


The Algerian Government also admits that distrioution and 
storage of food products are inadequate. Opportunities exist 
in this area for U.S. "Know-how" and products. 


Ce IMPLICATIONS FOR THE UNITED STATES 


Algeria's Attitude Toward Foreign Investment: In the past, 
Algeria was regarded as a difficult, if not hostile, terrain in 
which to sow investment and reap profits. Before the drop in 
oil prices early this year, that image had been changing, 
albeit slowly. Tne enriched National Charter approved in 
January gave a more clearly defined and potentially prominent 
role to the private sector in realizing the country's 
development objectives and hinted at a further liberalization 
of the economy. 


However, with tne collapse of oil prices and tne subsequent 
need for belt-tightening has come a two-pronged approach whose 
internal contradictions have yet to be resolved. On the one 
hand, there is a recognition oy the Government of the need to 
attract Foreign capital. The new law on hydrocarbons, 
discussed above, is an example. Tne National Assemoly also 
passed a law in July to amend the 1982 joint venture law whose 
restrictive provisions had discouraged foreign companies from 
investing in Algeria. Details of the joint venture law will 
not be determined until this fall, but its broad outlines 
indicate that foreign investors may be allowed greater 
management control and receive more favorable treatment of 
retained earnings and recovery of investment. The law also 
will reportedly spell out conditions for buying out the foreign 
partner and for compensation if nationalization occurs. 
However, joint ventures may still be formed only with public 
Algerian entities. 


The 19386 finance law gave a number of tax write-offs for 
investment by the private sector in certain high priority 
areas, such as housing and non-hydrocarbon export industries, 
along with additional incentives for investing in 
underdeveloped geographic areas. These incentives may also be 
available to "approved" foreign investors. Algeria has 
expressed some interest in an agreement with OPIC. It has been 
discussing the negotiation of a framework credit agreement with 
the U.S. Export-Import Bank to help facilitate financing for 
projects undertaken by U.S. companies in Algeria. 
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Oostacles: The other aspect of the government's approach in 
trying to generate new sources of hard currency has thrown up 
obstacles to the foreign investor. dopefully, it will be seen 
eventually by the Government as self-defeating. Some of these 
obstacles are only minor irritants: e.g., the suspension of 
the c.0o.d. postal package system (which had served as a major 
source for badly needed vehicle spare parts), the reyjguirements 
for each visitor to Algeria to change 1,000 dinars' worth of 
hard currency and to pay hotel bills in dinars purchased 
through official facilities and the requirement that 
non-residents buy internal as well as international airline 
tickets in hard currency. 


Other, potentially more troublesome, obstacles include 
countertrade and requests for concessionary financing. As have 
other hydrocarbon producers, over the years Algeria has sold 
part of its crude oil through barter or countertrade deals with 
other countries. What is new is the extent to which it is now 
demanding a countertrade element in its contracts with foreign 
Suppliers and the number of Algerian products being offered in 
countertrade. The Government is urging countertrade 
arrangements on virtually every businessman who is seeking to 
sell a product in Algeria. Each pudlic enterprise can produce 
a long list of diverse items ranging from wine, to mercury, to 
shoes, to dathroom fixtures susceptiole to countertrade 
arrangements. Moreover, businessmen have complained that the 
prices attached to these commodities are unrealistically nigh. 
The Algerian Government is thus using countertrade both as a 
means to conserve hard currency and as a tool to develop 
non-hydrocarbon export industries. 


Although not necessarily an obstacle to trade, the Government 
is also increasingly seeking supplier credits on its trade 
deals. In its official bi-lateral discussions with other 
countries, it has sought multi-year credit lines and 
concessionary financing in turn for an Algerian commitment to 
purchase that country's goods. It has also sought financing 
for the 15 percent traditionally paid in cash in commercial 
transactions. 


Other obstacles to the U.S. business investor existed before 
the new period of austerity. The Government and its state 
enterprises hold a monopoly of import-export trade and nearly 
all purchases are negotiated following public tenders. The 
1978 anti-intermediary law which prohibits the use of agents 
and distributors has been loosened slightly recently so that 


foreign firms may open liaison offices in Algeria to represent 
their manufacturer principals. 
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French is the language of commerce in Algeria and U.S. 
exporters must be prepared to correspond and to negotiate in 
French, With its socialist economy, Algeria has an innate 
preference for government-to-government and for 
government-sponsored or -supported deals. Government 
purchasing procedures, with their ponderous bureaucracy and 
long delays, can be discouraging. Moreover, the use of dinars 
generated in a project is still strictly regulated, so for the 
most part the dinar funds cannot be applied to another project 
in Algeria or repatriated as profits. 


There is also no indication that the Algerian Government 
intends to change fundamentally its most important levers on 
the economy--exchange controls, the government's monopoly on 
imports, and the seriously overvalued exchange rate. These 
remain cornerstones of Algerian economic policy. However, 
there may be a little slippage around the margins on the 
overvalued exchange rate. According to the press, the 
Government is considering means to alleviate this problem for 
the tourist industry. It is also aware of the prodlems for 
price competiveness of its over-valued non-hydrocarbon 
exports. However, it is likely that the Government will choose 
to subsidize certain non-hydrocarbon exports, before it will 
change the exchange rate to make them more competitive. 


Best Prospects: Despite these obstacles, U.S. investors should 
not be discouraged about considering the Algerian market. 


Algeria still has a solid financial base and liberalization 
continues. Algeria is expected to import eight billion dollars 
of goods and services in 1986 making it one of Africa's best 
import markets. The new laws on joint ventures and hydrocarbon 
exploration and tne incentives being given to the private 
sector signal an improving investment climate. 


The current emphasis on cutting down on imports and the 
consequent need to maintain existing industrial plant and 
eguipment offer opportunities in the service and maintenance 
areas. The priority being given to agricultural 
self-sufficiency still makes Algeria a good potential market 
for agricultural equipment and machinery, and water resources. 
Other good prospects are in computers and peripherals, 
financial services, automotive equipment and components, and 
oil and gas field equipment. 












































